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When you attend a talk like this one, you're probably used to a speaker
discussing a topic and then opening the floor for questions.

Today,

instead, I'd like to start with some questions for you before I talk about
Personal Financial Planning.

You don't need to answer aloud, but consider the following:
•

Last year, did less than 20% of your gross income go toward the
payment of income taxes?

•

Do you have a contingency fund equivalent to 3-6 months of living
expenses in cash or liquid assets?

•

Are you setting aside 5-10% of your income each year to fund a
secure retirement?

•

Are your credit card payments less than 20% of your net income?

•

Do you know how much money you'll have on hand to spend over
the next five years?

-2How many of you answered "no" to at least 2 of these questions? How
many of you simply don't know the answers or have never even
considered the questions? If you just raised your hand, or thought about
doing so but were embarrassed, you are in urgent need of some "personal
financial planning."

While the term may sound intimidating, it's really a simple concept
designed to organize your financial goals into a workable plan so that you
can live your retirement years with security and in the style to which
you're accustomed. To turn the old expression on its ear, "an ounce of
attention is worth a pound of compromise."

Today, I'd like to help you understand persona, financial planning -- the
concept, the process, and its importance to your overall financial health
and secure retirement. Armed with this knowledge, you can look to your
retirement with confidence, rather than trepidation.

-3"Personal financial planning” is a process of setting realistic financial
goals and objectives, developing a strategy for achieving these goals and
objectives, and coordinating the implementation of these strategies to
produce tangible results. Simply put, it's a series of "what ifs" based on
one's potential earnings, investment returns, accumulated assets,
predictable expenditures, and personal goals.
If you're like most people, you've probably thought to yourself "I don't
have enough assets to warrant planning." Or, "things are too unsettled
in my life right now and I don't know what I'll need." Or, secretly, you
may hate to think about tough breaks and hard choices -- like possible
unemployment or illness -- or choosing potential guardians for your
children.

But the pitfalls of not doing so are too serious to ignore. Failure to plan
can result in such untoward consequences as:
•

Personal bankruptcy in the event of unexpected catastrophes such
as death, disability, illness, accident, incapacity, or unemployment.

•

Painful compromises when there's not enough money to live the
way you want to when you retire.

-4•

Undereducation of your children if funds are lacking for their
attending the schools of their choice and ability.

•

Unnecessary expenditure of precious resources on insurance
premiums if you're overinsured.

•

Higher-than-necessary income-, estate-, or gift-tax liability.

In other words, just like people find themselves stuck in a job they hate
because they can't afford to change careers, you could find yourself
stuck in a lifestyle full of unrealized goals and frustrated dreams because
you can't afford to achieve them.

As in most life situations, a little

planning truly goes a long way.

Implementing a personal financial plan can involve choosing among a
myriad of options and making complex decisions based on returns on
investment, risk allocation, income needs, and tax laws.

In order to

achieve your financial and personal goals, professional guidance can be
very helpful in understanding and sorting out these options. Getting that
professional help is not as expensive as you might think. Especially when

-5you consider what a lack of adequate planning can cost you. I'll take up
how to get expert advice a little later on in this talk.

Getting started is pretty easy. Personal financial planning involves 3 basic
steps:
•

Determine what you have

•

Determine what you want

•

Determine how to get what youwant,using what you have

To help you get a fuller sense of whatpersonal

financial planning is all

about, I'd like to describe each of these steps in more detail.

First,

determining what you have means looking at what you own and what
you owe today, or, in other words, calculating your "net worth." To do
so, you should prepare what we call a "personal financial statement." A
personal financial statement is a snapshot of your current finances. It's
a reckoning of all of your family's assets and liabilities.

Although

developing one is not difficult, it will take a little time and care. Once
you've done one, it can be easily and quickly updated every year, so that
you always have a current picture of your financial situation.

-6To create a personal financial statement, start by making tw o columns,
one for assets and one for liabilities. In the asset column, include such
items as:
•

Cash on hand or in demand deposits

•

Commissions, bonuses, I.O.U.'s or other amounts you have coming
to you

•

Investments

•

Future interests in such things as deferred profit sharing plans

•

Cash surrender value of life insurance policies

•

Market value of your home, furnishings, cars, and other belongings
that can be converted to cash

•

The vested interest you hold in an employer pension plan (its value
today, not at retirement)

In the liabilities column, list items such as:
•

Tax obligations

•

Debts and outstanding bills, including credit card accounts and loan
balances

•

The unpaid balance on your mortgage

-7•

Bank notes you hold

I'm sure the n e x t step will come as no surprise to you. Add up the tw o
columns and subtract the liabilities from the assets. The result is your net
worth.

By the way, at the same time you are calculating your net worth, you
should also pull together all of the important documents related to your
finances. These documents include all of your insurance policies, estate
documents such as wills, trusts, health-care proxies and living wills, and
investment account statements.

Once you know what you have, you need to set your sights on what you
want. You should think in terms of a limited number of concrete shortand long-term objectives. Short-term objectives might include reducing
debt, starting an investment plan, or reviewing insurance coverage. Long
term objectives might include:
•

Having cash available for emergencies.

•

Funding your children's education.
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Purchasing a home.

•

Caring for family members.

•

Accumulating capital for a comfortable and secure retirement.

•

Protecting your estate from excess taxation.

But keep in mind that it's important to be realistic - unrealistic goals will
only lead to frustration. You must recognize that your goals may change
and that you'll need to review them regularly to keep your financial plan
on course in the face of shifting economic, political, and personal winds.

And make sure to take the time to write down your goals. A study done
at a twenty-year class reunion at Yale University found that only 3
percent of the class had written goals. Interestingly, the combined net
worth of those who had written goals was greater than that of the
remaining 97 percent who didn't. If you're married, also remember that
your goals must reflect the interests of both you and your spouse.

Once you've set your goals, the next step in the personal financial
planning process is to figure out how to accomplish these goals, given

-9your net worth. It's at this stage that most people need professional help
to develop the financial strategies necessary to meet their goals. But it's
important t o be aware of the pieces that make up the financial planning
puzzle so that you know what you have to work with and how you can
maximize your results. These pieces include: cash-flow analysis; savings;
retirement plans and funding; investment strategy; credit; insurance and
insurance products; and estate planning.

First, you need to analyze your cash flow. Find out what you actually
spend each month. It's easy to keep track of the large expenses such as
mortgage, tuition, and insurance payments. On the other hand, the more
variable items such as food, clothing, and entertainment, cause the most
surprise. If you are at a loss as to where your money is going, keep track
of what you spend for several months. Personal budgeting software such
as Quicken and Managing Your Money can make this process easier.

Compare this cash-outflow figure with your monthly income. If you find
that your cash in-flow just about matches your out-flow, it's time to start
living below your means.

Determine which part of your spending is

-10discretionary. Living below your means is the only way to save and plan
for the future.

Saving is one of those things that almost everyone thinks is a good idea
but too few people actually do to a large enough degree. You know the
excuses - not enough income, too many bills, too many investing
options, you didn't win this week's lottery, and on and on.

But an easy way to get started is to pay yourself first from each income
check. Decide on a percentage of your income right off the top to put in
a savings account. You can then move the money in larger chunks from
the savings account into other investment options on a regular basis.

A

good rule of thumb is that you should have 3 to 6 months' worth of living
expenses saved as a personal safety net for emergencies. If you're selfemployed, you should set up a business contingency fund as well as a
personal safety net.

You also need to think about your retirement. Here, the rule of thumb is
to save at least 10 percent of your annua, income. If you're over 50 and

-11still haven't started saving, you'll need to save 20 percent for retirement
alone. If you're over 60, you'll need to save 30 percent. So, you should
address the issue A S A P , that is, "accumulate savings, and pronto!"

When you think of retirement, what comes to mind?
having sufficient

means to

ensure an enjoyable

For most, it's
and financially

comfortable life - "golden years" meaning more than just your age.
Achieving this goal depends on careful planning begun long before you
retire. Recent statistics suggest that most Americans, especially those
in the baby-boom years, aren't saving adequately for retirement, and
many aren't saving at all. The danger of a "live for today" attitude is that
you'll likely end up with too few resources to live your retirement years
securely and comfortably.

Keep in mind that planning for retirement is not a cause for panic. Your
worries are most likely similar to all who consider retirement, and they are
easily handled with proper planning. A comfortable retirement can be
within your grasp, and you owe it to yourself to develop a financial
strategy that will enable you to reach your goals.

-12One common cause of concern, not to mention confusion, is Social
Security. As we are more aware of than ever, Congress may change the
level of benefits that future recipients will receive, or th e benefits may
remain the same but the taxation of those benefits may change.
Nevertheless, you should request a statement of your earnings history
and benefits estimate to see where you would stand today and how much
additional income you'd need to live comfortably, taking possible changes
into account. You can get one by writing your local Social Security office
and asking for Form SSA-7004, Request for Earnings and Benefit
Estimate.

Beyond Social Security benefits, you'll almost definitely need other
income sources. If your company has a 401(k) or a 403(b) plan, by all
means contribute the maximum allowed by the plan, if at all possible.
You'll save income taxes while making contributions and, in most cases,
your employer will match your contributions. Also, the money is both out
of your paycheck and out of your reach and so you can't spend it on dayto-day living.

-13If you qualify to deduct contributions to an Individual Retirement Account
-

better know as an "IRA" - you should probably contribute the

maximum allowed by law.

If you can't deduct IRA contributions, you

might consider making contributions to a nondeductible IRA because the
funds will grow faster due to the tax-deferred status. Also, people tend
to leave IRA funds alone.

To take full advantage of the special tax treatment of IRAs and other
retirement plans, in turn, you must plan your distributions. The federal
tax code imposes penalties for early distributions, late distributions,
excess distributions, and distributions less than the required minimum.
In other words, too much, too little or too late can be too bad for your
bottom line! You also must consider the effect penalties will have on
undistributed retirement plan balances that are part of your estate. (Of
course, one way to avoid all of these penalties is by setting up a
charitable remainder unitrust or an annuity trust. You can contact your
CPA to learn how.)

-14Devising an investment strategy is a very personal thing. However, you
must know the basics. Your investment decisions should hinge on your
knowledge of the investments in question. A good rule of thumb -- if you
can't understand it, don't invest in it. Choose your mix of investment
vehicles carefully and seek advice or learn more about the types of
investments that are available. Periodically, you should reevaluate your
investments to ensure they meet your current financial plans and
strategies and are providing the return you want for the risk level
involved.

Using credit wisely is also an important part of financial planning. Every
time you buy something, you have a choice whether to pay for it now or
to charge it on your credit card. The ease of charging an item is tempting
and you can rack up big bills without blinking an eye. Responsible use
allows you to finance a purchase when cash is temporarily unavailable.
But effective use of credit cards means paying off the debt each month.
Otherwise, you'll be paying interest, in effect adding a significant amount
to the price of each item you buy.

If you have a problem with credit

-15cards, cut them up or put them away. If you have built up credit card
debts, establish goals to pay them off as fast as possible.

Insurance, too, can play a useful role in personal financial planning. Since
the main purpose of insurance is to provide protection from financial risks,
simply ask yourself what risks need protection. Then, you should learn
exactly what your current policies cover and what they don't. Make sure
that you have what you need, but also that you need what you have.
Overcoverage can cost unnecessary dollars.

You may want to reevaluate how much of a deductible you can afford on
your property insurance. If you have few claims over a relatively long
period of time, you may be able to hike your deductible and save on
premiums.

Life insurance can also serve as an investment vehicle in your overall
financial plan. Whether to buy term, whole life, universal life or other
coverage variants is an important decision many people don't really
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estate.

Like insurance, estate planning is one of those subjects you probably
prefer to avoid.

Estate planning is crucial as a means of providing for

your family over the long term. If you don't address the often unpleasant
dilemmas involved in estate planning, someone else will.

In estate

planning, the focus is on retaining what has been accumulated and
passing it on as you desire.

Having a will is essential to that process. A will provides for an efficient
and financially beneficial distribution of your assets. Dying without a will
allows the state to decide how your estate will be distributed among your
heirs. It also allows the courts to decide who will run your estate and be
the legal guardians of your children.

Fighting over money can tear a

family apart, and a will enables you to communicate your wishes and
removes most of the reasons for disputes. The IRS is another incentive
for having a will - estate taxes can be sizable. It's also important to keep
your will current.

People frequently outgrow their initial wills. Events
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move to a new state are reasons to update your will.

Now that we've been through some of the critical areas in persona,
financial planning, I'd like to address the important question of who can
help you sort out the options and make the choices I've outlined. As you
probably know, many people who call themselves financial planners
would be more than happy to help you plan your future. But beware.
Qualifications vary, as do fee arrangements.

First and foremost, you need to find someone you can trust. Someone
who is independent. Someone who can look at the total picture, with
objectivity and integrity. You should seek a fee-based planner who will
treat your goals and needs individually and not try to fit you into a pre
formulated plan.

Much has been written recently about the certified public accountant
financial planner as a premier source of objective advice.

CPAs are

licensed professionals who have received special training in personal
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a set fee, and are not compensated by commissions through the sale of
insurance or investment products.

There are 3 kinds of financial planning services to choose from consultation, segmented planning, and comprehensive planning.

Consultation is one-on-one financial counseling.

This arrangement

provides you with the opportunity to get feedback on your financial
planning picture with suggestions on how to address your specific
problems. After the initial meeting, the planner will recommend if further
consultation is required or if you should continue on your present course
and perhaps meet again the next year.

The second type, segmented or modular planning, is probably the most
common. Under this arrangement, planning focuses on a limited number
of your most pressing goals such as paying for a child's education, or fine
tuning your retirement planning, or evaluating your insurance coverage.
Your specific objectives are analyzed and a plan is formulated to assist
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to develop a strategic plan that addresses one or more of your areas of
special financial concern.

The third type, comprehensive financial planning, enables the CPA planner
to review relevant aspects of your financial life, including your goals and
objectives, cash flow, insurance, and estate, retirement and investment
plans. Then, the planner would work closely with other professionals
such as stockbrokers, attorneys, and insurance representatives to help
you achieve your goals.

One of the advantages of personal financial planning is that the process
itself enables the planner to learn a good deal about your personal risk
tolerance as well as your lifestyle. Accordingly, he or she can assist you
in developing an asset allocation geared toward minimizing the overall risk
of your investment portfolio at a given rate of return, or conversely,
maximizing the long-term portfolio return for a given level of risk. Many
studies have shown that over 90% of total return is a function of where
you invest, that is, your allocation of funds among different classes of

-20assets, rather than the specific stocks you pick or the exact timing of
your investment.

In order to ensure that you achieve your goals, it's important to take
action on planning decisions.

Implementation involves selecting

investment advisers, restructuring debt, creating estate documents,
establishing cash reserves, preparing budgets, and selecting and acquiring
specific investment and insurance products. After you have implemented
your decisions, it's important to review your progress periodically and
determine if your actions are still appropriate to meet your goals. As your
circumstances change - such as marital status, employment status and
external factors such as interest rates, inflation rate, tax rates and market
conditions -- you may need to revise your decisions to address new
issues.

As you can see, there are a lot of factors to be considered and carefully
evaluated in the personal financial planning process. And no one strategy
works for all people. The only way to know what works for you is to do
your homework and plan accordingly.
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of life you can't safely avoid -- that is, unless you want your life to be a
succession of aborted aspirations and diluted dreams. Think of it in a
purely selfish way - you're making the effort simply so that you can live
your life the way you want. While professional help is available to put
your plan into action, only you can take the initiative and get the process
going. Start making those lists and collecting those documents. Stop
shying away from the difficult decisions and complicated choices.

Remember my opening questions?

Well, now I hope you realize how

important they are and how personal financial planning will enable you to
answer them. When you know how much you paid in income taxes last
year, and when you're sure you have 3-6 months' worth of living
expenses in the bank, and when you can bet the store that 5-10% of
your income is going toward retirement, you'll know you're well on your
way to a sound financial future. Thank you very much for your attention.
I'd like now to reciprocate by taking some of your questions.
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